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Austria  Under  Allied  Occupation 

BY  WINIFRED  N.  HADSEL 

This  report  is  a  general  survey  of  the  Austrian  situation,  incorporating  information  and 
impressions  gathered  by  the  author  on  a  recent  visit  to  Austria. 


FOR  Austria  the  four-power  occupation  and  the 
failure  of  the  Allies  to  agree  on  a  treaty  have 
spelled  a  three-year  pericxl  of  uncertainty  and  frus¬ 
tration  which  makes  the  country’s  high  degree  of 
political  and  economic  stability  seem  a  particularly 
remarkable  achievement.  In  the  absence  of  a  settle¬ 
ment  Austria  has  had  no  definite  answers  even  to 
such  fundamental  questions  as  where  its  boundaries 
will  be  drawn.*  Neither  does  the  government  in 
Vienna  know  what  the  extent  of  its  economic  re¬ 
sources  will  be  once  the  complex  issue  of  “Ger¬ 
man  assets”  is  settled.  Meanwhile,  Russia  controls 
a  considerable  sector  of  the  Austrian  economy 
through  the  operation  of  industrial  enterprises  it 
claims  under  the  Potsdam  Agreement  of  1945. 
The  country’s  political  independence,  moreover, 
remains  less  than  complete.  Although  Austria,  un¬ 
like  Germany,  has  a  freely  elected  regime  whose 
authority  extends  throughout  all  four  zones  of  oc¬ 
cupation,  Austrian  legislation  must  be  reviewed 
by  the  Allied  Council  in  Vienna.^  Under  this  ar¬ 
rangement  few  decisions  of  the  elected  Parliament 
are  actually  blocked,  for  all  nonconstitutional  laws 
go  into  effect  automatically  unless  unanimously 
vetoed  by  the  Council,  but  most  important  pieces 
of  legislation  have  been  delayed  for  the  thirty-one- 
day  waiting  period,  and  the  possibility  of  an  Allied 
veto  always  exists.  For  the  Austrian  authorities 
these  restrictions  on  representative  government 
have  been  highly  discouraging  and,  to  an  extent 
that  is  difficult  to  determine,  they  have  undoubt¬ 
edly  led  the  present  cabinet  to  shelve  problems 
which  it  might  otherwise  have  tried  to  solve. 

1.  Popular  usage  to  the  contrary,  the  Austrian  treaty  which 
the  fx)wers  have  been  trying  to  negotiate  is  not  a  “peace" 
treaty.  Since  the  Anschluss  occurred  in  1938,  there  was  no 
Austrian  government  at  war  with  the  Allies,  and  a  treaty  is 
needed  merely  to  re-establish  the  country’s  independence. 

2.  .Agreement  Between  the  CJovernments  of  the  United  King¬ 
dom,  the  United  States  of  America  and  the  Union  of  Soviet 
Socialist  Republics  and  the  Government  of  the  French  Republic 
on  the  Machinery  of  Control  in  Austria,  June  28,  1946.  /f  Re- 
view  of  Military  Government  (Headquarters,  U.S.  Forces  in 
Austria,  1947),  pp.  4-12, 


UNCERTAINTY  THE  KEYNOTE 

Of  even  more  serious  immediate  consequence 
are  the  psychological  effects  of  the  occupation. 
The  numerous  incidents  involving  the  armed 
forces  of  the  four  occupying  powers  rarely  involve 
the  Austrians  themselves,  but  they  do  serve  as  a 
disquieting  reminder  to  this  small  Central  Euro¬ 
pean  nation  that  it  sits  astride  the  dividing  line 
between  the  Russian  and  Western  spheres.  In  the 
climate  of  tension  thus  created  every  European 
crisis  precipitated  by  East-West  differences  casts 
a  particularly  heavy  shadow  over  Austria  and 
raises  the  question  whether  this  little  country  can 
long  escape  Germany’s  fate  of  being  dismembered. 
At  the  present  moment  the  struggle  for  Berlin  is 
being  watched  with  particular  uneasiness.  For 
while  the  Austrians  are  aware  that  a  quadripartite 
Allied  Council  still  functions  in  their  country,  they 
also  realize  that  Vienna  —  like  Berlin  —  is  sur¬ 
rounded  by  Soviet-occupied  territory,  and  would 
be  even  more  vulnerable  than  the  former  German 
capital  to  a  Russian  blockade  since  all  of  its  air¬ 
fields  are  in  Russian-controlled  districts. 

The  widespread  sense  of  uncertainty  and  inse¬ 
curity  arising  out  of  the  occupation  is  also  due  in 
no  small  measure  to  Russia’s  method  of  dealing 
with  alleged  anti-Soviet  activities  in  its  zone.  Since 
the  end  of  the  war  the  Soviet  authorities  have  ab¬ 
ducted  several  hundred  Austrians  whom  they  con¬ 
sidered  a  threat  to  Russian  security,  and  during  the 
summer  of  1948  they  broadly  hinted  that  they 
planned  to  extend  their  arrests  to  members  of  the 
Austrian  government.*  In  a  statement  issued  on 
June  19,  following  the  disappearance  of  Anton 

3.  There  are,  of  course,  no  precise  figures  on  the  number  of 
Austrians  kidnapped  by  the  Russians,  and  estimates  vary  greatly. 
The  American  correspondent  for  the  ^iew  York,  Herald  Tnhunt 
estimated  in  June  1948,  that  400  persons  had  been  abducted 
during  the  preceding  six  months  alone.  Official  American  ob¬ 
servers  in  V’ienna,  however,  tend  to  believe  that  this  figure  is 
high,  and  that  no  more  than  approximately  500  persons  ha*e 
been  kidnapped  during  the  entire  period  since  the  end  << 
the  war. 
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Marek,  a  high-ranking  police  officer  in  the  Ministry 
of  the  Interior,  the  Soviet  High  Command  declared 
that  Marek  had  been  arrested  for  espionage  against 
the  U.S.S.R.  and  indicated  that  other  officials  were 
similarly  guilty."*  To  the  relief  of  the  Austrian  cab¬ 
inet,  however,  Russia  has  not  followed  up  this 
statement  with  any  wholesale  arrest  of  government 
representatives.  Nevertheless,  the  threat  that  the 
Soviet  Union  will  attempt  at  some  future  date  to 
bring  pressure  to  bear  upon  the  government  by  ter¬ 
rorizing  its  officials  still  hangs  over  Austria  and 
will  continue  to  do  so  as  long  as  Russian  troops 
remain  in  the  country. 

.Another  burdensome  feature  of  the  occupation 
is  its  cost,  for  which  Russia  has  been  chiefly  re¬ 
sponsible.’  The  United  States,  on  the  other  hand, 
which  has  been  paying  its  own  occupation  ex¬ 
penses  since  July  i,  1947,  has  fought  hard  to  cut 
costs,  and  thanks  to  American  perseverance  they 
have  been  gradually  reduced  from  33  to  10  per 
cent  of  the  Austrian  budget.*^ 

But  no  efforts  to  mitigate  the  more  onerous 
features  of  the  occupation  can  possibly  reconcile 
.Austria  to  the  continued  presence  of  foreign 
soldiers.  Perhaps  the  one  point  on  which  Austrians 
of  all  political  views  entirely  agree  today  is  that 
.Allied  troops  should  be  withdrawn  as  quickly  as 
possible.  Although  there  was  a  brief  period  early 
this  spring,  after  the  Communist  coup  in  Czecho¬ 
slovakia,  when  enthusiasm  for  withdrawal  of  the 
Western  powers  waned  noticeably  among  non- 
Communist  groups,  the  desire  to  see  all  four  oc¬ 
cupying  armies  leave  Austria  has  again  become 
universal.  This  desire  is  so  strong  at  present,  in 
fact,  that  any  party  spokesman  who  failed  to  echo 
it  \vr»uld  find  himself  committing  political  suicide. 

The  universal  longing  to  see  the  Allied  armies 
withdraw  does  not  prevent  the  non-Communist 
leaders  from  realizing  that  Russia  might  attempt 
to  exert  pressure  on  Austria  as  soon  as  the  troops 
of  the  Western  powers  leave  the  country.  On  the 
contrary,  they  are  keenly  aware  of  this  possibility. 
But  they  are  so  confident  that  Austria  will  remain 
united  in  its  opposition  to  communism  that  they 
feel  certain  Russia  would  be  obliged  to  employ 
outright  force  in  bringing  the  country  into  the  So¬ 
viet  sphere.  If  this  happened,  they  contend,  Russian 
aggression  would  be  as  clear  as  though  the  Red 
Army  had  attacked  the  Western  powers  occupa¬ 
tion  forces,  and  the  West  could  not  avoid  coming 
to  .Austria’s  aid. 

4-  Osterreichische  Zeitung,  June  20,  1.948. 

5-  A  Review  of  Military  Government,  cited,  p.  29. 

6-  Report  of  the  United  States  High  Commissioner,  Military 
Government:  Austria  (Headquarters,  U.S.  Forces  in  Austria), 
May  1948,  p.  7. 


Whether  the  Austrians  are  correct  in  assuming 
that  the  Western  powers  would  be  under  the  same 
psychological  compulsion  to  defend  Austria  from 
a  Russian-supported  Communist  coup  as  they 
would  be  to  assist  their  own  occupation  forces 
against  an  outright  Soviet  attack  is  at  least  open 
to  question.  However,  there  is  little  reason  to  doubt 
the  validity  of  the  assumption  the  Austrians  make 
concerning  their  ability  to  maintain  such  a  strongly 
united  front  against  communism  that  Russia  would 
be  obliged  to  show  its  hand  in  establishing  a  pro- 
Soviet  regime  in  Vienna.  Judging  from  the  record 
of  the  past  three  years,  .Austria  displays  signs  of 
being  able  to  maintain  economic  and  political  sta¬ 
bility  under  difficult  conditions.  Since  the  end  of 
the  war  Austria  has  had  no  political  crisis  serious 
enough  to  overthrow  the  government  which  was 
elected  in  November  1945,  no  runaway  inflation, 
and  no  major  strikes  or  other  serious  labor  troubles. 

SCENE  OF  WAR  RUINS 

The  absence  of  political  strife  and  economic 
chaos  seems  all  the  more  remarkable  in  view  of 
Austria’s  predicament  as  a  war-devastated  country 
whose  living  standards  have  been  reduced  far  be¬ 
low  those  which  prevailed  during  the  depression 
years.  Although  Austria  as  a  whole  sufTered  far 
less  war  damage  than  Germany,  and  the  scenic 
districts  and  charming  villages  of  the  western  part 
of  the  country  escaped  almost  unscathed,  the  east¬ 
ern  provinces  were  turned  into  a  battlefield  at  the 
close  of  the  war,  and  a  number  of  industrial  areas 
were  badly  bombed.  Wiener  Neustadt,  Linz  and 
Innsbruck  all  were  ravaged  by  the  war,  and  Vienna 
— where  nearly  one-fourth  of  the  total  Austrian 
population  lives — was  seriously  damaged  by  Brit¬ 
ish  and  American  bombers  and  further  destroyed 
by  a  Soviet-German  artillery  duel.  Even  today,  af¬ 
ter  more  than  three  years  of  tedious  repair  work 
and  rubble  clearance,  the  Viennese  are  able  to  use 
scarcely  more  than  half  of  the  buildings  in  the 
once  handsome  Innere  Stadt,  which  for  centuries 
has  been  the  center  of  their  official,  commercial  and 
cultural  life.  With  few  trucks  and  workmen  avail¬ 
able  for  the  job  of  tidying  up  the  city,  and  with 
little  prospect  that  new  buildings  will  soon  be  built 
on  bombed-out  sites,  Vienna  continues  to  live 
among  its  ruins.’ 

The  economic  disruption  caused  by  the  war  is 
only  slightly  less  obvious  than  the  physical  de¬ 
struction.  For  nearly  two  years  after  the  war  ended 

7.  Efforts  to  rebuild  Vienna  should  by  no  means  be  minimized, 
but  the  task  of  restoration  is  so  enormous  that  the  impression 
of  a  destroyed  city  will  p>crsist  for  many  years  to  come.  On  the 
work  of  reconstruction  during  the  first  two  years  after  the  war, 
sec  Wien  baut  auf  (Keppler,  Vienna,  1947). 
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Austrian  industry  was  at  a  production  level  only 
about  one-third  that  of  1937,  and  even  now  the  level 
is  less  than  two-thirds  of  the  prewar  years,  despite 
the  fact  that  the  number  of  workers  employed  is 
nearly  45  per  cent  larger  than  it  was  ten  years  ago. 
Agriculture  suffered  a  similar  fate,  and  instead  of 
growing  70  to  75  per  cent  of  its  own  food,  as  was 
the  case  before  Anschluss,  Austria  has  been  pro¬ 
ducing  only  about  40  per  cent  of  its  requirements. 
These  low  rates  of  productivity  mean  that  the 
country  is  heavily  dependent  upon  foreign  aid  in 
keeping  itself  even  slightly  above  starvation  level, 
and  that  virtually  all  traces  of  the  modest  but 
comfortable  way  of  life  for  which  the  Austrians 
were  once  famous  have  disappeared. 

REMARKABLE  POLITICAL  STABILITY 

Yet  in  spite  of  economic  distress  Austria  has 
maintained  an  unusual  degree  of  political  stability. 
Since  its  free  elections  of  November  25,  1945, 
Austria  has  had  a  coalition  cabinet  in  which  the 
Socialists  and  People’s  party  divide  political  power 
almost  equally,  and  in  which  the  Communists  held 
one  seat  until  November  1947,  when  they  broke 
with  the  government  over  currency  reform.  That 
this  Austrian  regime,  unlike  most  coalitions  in 
time  of  peace,  has  stuck  together  with  such  tenac¬ 
ity  has  not  been  due  to  any  lack  of  internal  dissen¬ 
sion.  While  both  parties  are  in  the  democratic  tra¬ 
dition  which  admits  opposition,  there  are  many 
sources  of  disagreement  between  the  Socialists — 
who  represent  well-organized  urban  working<lass 
and  lower  middle-class  groups — and  the  People’s 
party,  which  is  little  more  than  a  clearinghouse 
for  a  number  of  Catholic,  business  and  peasant 
elements.  Because  of  their  different  economic  in¬ 
terests  the  two  parties  have  nearly  always  been  at 
odds  when  the  government  has  dealt  with  the 
three  major  domestic  questions  of  food,  wages, 
and  prices,  and  there  have  been  numerous  rumors 
of  cabinet  crises.  Moreover,  historic  grievances  be¬ 
tween  the  conservatives  and  labor,  dating  back  to 
sharp  prewar  conflicts,  continue  to  rankle  and 
make  the  two  groups  suspicious  of  each  other  at 
the  slightest  provocation.®  But  despite  inherent 
weaknesses  the  coalition  has  endured  for,  regard¬ 
less  of  their  mutual  distrust,  the  Socialists  and  the 
People’s  party  feel  they  cannot  indulge  in  the 
luxury  of  fighting  each  other  while  their  country 
is  occupied  by  foreign  troops.  Above  all,  they  fear 
that  their  quarrels  might  benefit  their  common 

8.  For  example,  President  Karl  Renner’s  article  summarizing 
prewar  Austrian  history,  ‘‘Austria:  Key  for  War  and  Peace,” 
Foreign  Affairs,  July  1948,  pp.  589-603,  set  off  a  heated  dis¬ 
cussion  between  the  newspapers  representing  the  ScKiahsts  and 
the  People's  party. 


AUSTRIA  UNDER  ALLIED  OCCUPATION 

enemy,  the  Communist  party,  and  they  are  deter-  . 
mined  to  prevent  that  eventuality.  Since  the  Com¬ 
munist  coup  in  Czechoslovakia  last  February  the 
determination  to  maintain  the  coalition  has  been  j 
stronger  than  ever,  and  for  the  time  being  there  is 
every  indication  that  the  present  government  will 
continue  in  power  as  long  as  the  occupation  lasts. 

Once  the  occupation  ends,  however,  and  new 
national  elections  are  held,  Austrian  political  life 
may  be  expected  to  become  more  complex  than  it 
has  been  during  the  past  three  years  through  the 
emergence  of  one  or  more  new  political  parties. 
Yet  it  is  by  no  means  true  that  the  appearance  of 
new  political  groups  points  toward  a  period  of 
acute  cabinet  crises  after  the  end  of  the  occupation. 
For  even  if  that  result  were  the  logical  outcome  of 
an  increase  in  the  number  of  parties,  fear  of  the 
Communists  seems  likely  to  hold  the  Socialist  and 
conservative  forces  together  indefinitely.  Moreover, 
the  desire  to  maintain  political  peace  during  the 
period  of  the  ERP  may  have  the  same  result.  Al¬ 
though  there  is  nothing  in  the  European  Recovery 
Program  that  requires  a  participating  nation  to 
bury  its  political  differences,  the  ERP  may  never¬ 
theless  exert  subtle  pressure  toward  this  end  since 
American  opinion  of  the  recipient  nations — as  re¬ 
flected  in  Congressional  appropriations — might  be 
adversely  affected  by  governmental  crises. 

communists’  failure  to  gain  ground 

Another  sign  of  the  remarkable  stability  of  post¬ 
war  Austrian  political  life  has  been  the  failure  of 
the  Communist  party  to  make  much  progress. 
As  of  August  1948  the  Communists  were  estimated 
to  have  somewhat  fewer  members  than  at  the  time 
of  the  November  1945  elections,  when  they  polled 
174,257  votes,  or  5.42  per  cent  of  the  total  popular 
vote.  Russian  attempts  to  aid  the  Austrian  Com¬ 
munists  by  propaganda  and  a  policy  of  paying 
higher  wages  to  “worthy”  workers  in  the  Soviet- 
controlled  plants  of  E^istcrn  Austria  have  proved  of 
little  avail.  None  of  the  efforts  the  Russians  have 
thus  far  made  to  help  the  Communists  seem  to 
have  been  successful  in  making  the  Austrian  public 
forget  the  misconduct  of  the  Red  Army  during  the 
spring  and  summer  of  1945.  Today  it  is  difficult  to 
distinguish  between  fact  and  fiction  in  Austrian 
accounts  of  the  horrors  of  the  “liberation,”  but 
there  is  no  doubt  that  the  behavior  of  Russian 
troops  at  the  close  of  the  war  made  the  task  of  the 
Austrian  Communist  party  much  harder  than  it 
might  otherwise  have  been. 

.While  Russia  will  almost  certainly  fail  to  win 
Austrians  over  to  the  Communist  party  by  concili¬ 
atory  measures,  the  Soviet  authorities  could  greatly 
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increase  Communist  influence  by  a  campaign  of 
outright  terror.  Judging  from  the  experience  of 
Eastern  European  countries,  the  Austrian  agency 
which  would  probably  be  the  first  to  feel  the  ef¬ 
fects  of  any  Soviet  attempt  at  intimidation  would 
be  the  Ministry  of  the  Interior,  since  it  is  in  charge 
of  the  police.  At  the  present  time  the  coalition  gov¬ 
ernment  is  undoubtedly  able  to  depend  upon  the 
police  in  defending  itself,  for  it  has  succeeded  in 
removing  most  of  the  Communist  police  officials  ap¬ 
pointed  by  the  former  Communist  Minister  of  Inte¬ 
rior  in  the  interim  government  prior  to  November 
1945.  How  long,  however,  the  police  could  be  ex¬ 
pected  to  remain  effective  if  Russia  took  definite 
measures  to  curb  their  authority  in  investigating 
Communist  activities  in  the  Soviet  zone  is  the  ques¬ 
tion  that  disturbs  the  government  and  raises  doubts 
as  to  its  ability  to  protect  itself.  Moreover,  re¬ 
gardless  of  their  loyalty,  the  police  might  still  be 
unable  to  defend  the  government  because  of  its 
critical  shortage  of  arms.  At  the  moment  only  one 
policeman  out  of  seven  has  a  gun,  and  while  this 
situation  creates  no  grave  problem  right  now,  it 
would  certainly  do  so  if  Russia  helped  the  Com¬ 
munists  become  well-armed. 

socialists’  control  of  labor 

As  long,  however,  as  there  is  no  Soviet  campaign 
of  terror  against  the  Austrian  government  the 
anti-Communist  forces  should  have  no  difficulty 
in  holding  their  own,  and  not  only  because  of  the 
unpopularity  of  the  Communists’  connections  with 
Russia,  or  even  because  of  the  strong  Catholicism 
of  the  country.  One  of  the  main  reasons  the  Com¬ 
munists  have  remained  weak  and  the  anti-Com- 
munists  strong  is  that  the  latter  can  count  among 
their  assets  the  vitality  and  discipline  of  the  Social¬ 
ist  party.  As  successors  to  the  prewar  Social  Demo¬ 
cratic  party,  the  Austrian  Socialists  have  a  long 
tradition  of  which  they  are  extremely  proud,  and 
they  feel  that  they — and  not  the  Communists — 
are  the  authentic  interpreters  of  Marxism.^  While, 
therefore,  the  present-day  Scxialists  are  by  no 
mciins  uncompromising  Marxists  like  their  prede¬ 
cessors,  they  retain  a  strong  set  of  convictions,  and 
they  are  also  a  match  for  the  Communists  in  their 
zeal  for  di.scipline  and  strong  party  organization. 

One  key  point  at  which  the  Socialists  have  dem¬ 
onstrated  their  strength  against  the  Communists 
is  in  the  Federation  of  Trade  Unions.  Since  this 
federation  is  a  highly  centralized  organization  to 
which  no  less  than  1.2  million  of  the  1.8  million 

9-  On  the  Socialists’  remarkable  achievements  in  prewar 
Austria,  see  Charles  A.  Gulick,  Amstna  From  Hahsburg  to  Hitler 
(Berkeley,  University  of  California,  1948),  2  vols. 


Austrian  workers  belong,  direction  of  it  is  tanta¬ 
mount  to  control  of  the  Austrian  labor  movement. 
In  the  last  shop  council  elections,  held  during  the 
autumn  and  winter  of  1947,  the  Scxialists  won 
majorities  in  72  per  cent  of  the  councils,  and  even 
managed  to  wrest  from  the  Communists  control 
of  the  important  Metal  and  Mine  Workers  Union 
and  gained  60  per  cent  of  the  votes  in  the  Soviet- 
dominated  Zistersdorf  oil  fields. 

So  strong,  in  fact,  are  the  Socialists  in  the  trade 
unions  of  the  Soviet  zone  that  they  have  occasion¬ 
ally  been  able  to  force  the  Russian-cx:cupation  au¬ 
thorities  to  bow  to  their  demands.  This  summer, 
for  example,  when  the  Russians  illegally  dismissed 
a  shop  steward  in  a  Soviet-operated  plant,  the 
local  Socialist-led  union  called  a  two-day  strike 
which  proved  so  effective  that  the  Soviet  ofiicials 
agreed  to  rehire  the  shop  steward."  In  spite  of  their 
strength,  however,  the  Socialists  were  until  recently 
in  danger  of  being  absorbed  by  the  Communists 
through  the  use  of  “unity  lists’’  which  Communist 
leaders  urged  the  Socialists  to  adopt  in  order  to 
keep  the  labor  movement  united.  But  since  the 
Communist  coup  in  Czechoslovakia  the  prospects 
for  unity  lists  have  faded,  and  at  the  International 
Socialist  conference  held  in  Vienna,  June  4-7,  the 
Austrian  Socialists  joined  in  a  resolution  which 
distinguished  between  Social  Democracy  and  the 
“People’s  Democracy”  of  the  Soviet  satellites,  and 
flatly  accused  Russia  of  betraying  both  socialism 
and  democracy. 

NO  RUNAWAY  INFLATION 

The  theme  of  moderation  and  stability  which 
runs  through  Austria’s  postwar  political  record  is 
undoubtedly  traceable  in  no  small  part  to  the  im¬ 
pressive  fight  Austria  has  made,  and  is  continuing 
to  make,  against  the  black  market  and  inflation.  At 
the  present  moment  black-market  prices  arc  lower 
than  at  any  time  since  the  end  of  the  war,  a  fact 
that  means  a  great  deal  in  a  country  where  nearly 
everyone  is  forced  at  some  time  or  other  to  buy 
essential  food  and  clothing  at  black-market  prices. 
According  to  official  Austrian  figures  the  price  of 
American  cigarettes — which  serves  as  a  rough  guide 
to  the  fluctuations  of  the  black  market  —  has 
dropped  from  3  or  4  schillings  in  January 
1946  to  1. 10  or  1.40  by  January  1948,  and  to  no 
more  than  .85  schillings  by  June  1948."  Meanwhile, 
legal  prices,  after  being  adjusted  to  wages  in  Au¬ 
gust  1947,  have  been  rising  somewhat,  with  the 

10.  The  Q>mmunists  won  majorities  in  lo  per  cent  of  the 
councils,  while  “nonparty”  candidates  gained  12  per  cent  and 
the  People’s  party,  5  per  cent. 

11.  Arbeiter  Zeitung,  June  17,  1948. 

12.  Based  on  reports  of  the  Austrian  National  Bank,  Vienna. 
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result  that  the  cost  of  living  for  a  working-class 
family  of  four  persons  in  Vienna  has  risen  about 
6  per  cent  in  the  past  year.’^ 

That  Austria  has  thus  far  succeeded  in  avoiding 
runaway  inflation  is  due  to  the  Austrian  govern¬ 
ment’s  vigorous  anti-inflationary  policy,  supported 
by  substantial  aid,  most  of  which  has  come  from 
the  United  States.  In  fact,  without  the  nearly 
$400  million  worth  of  special  assistance  which  the 
United  States  gave  Austria  during  the  period  be¬ 
tween  the  end  of  the  war  and  the  beginning  of  the 
European  Recovery  Program,  the  Austrian  gov¬ 
ernment  would  have  had  no  chance  at  all  of  pre¬ 
venting  complete  economic  collapse.  The  first  ma¬ 
jor  step  Austria  took  to  cope  with  the  difficult 
situation  which  had  been  created  by  the  five-fold 
increase  in  currency  circulation  between  1937  and 
the  end  of  the  war  was  the  drastic  currency  con¬ 
version  of  December  1945.'“*  When  even  this  device 
proved  inadequate,  the  government  attempted,  on 
July  30,  1947,  to  cope  with  the  problem  of  infla¬ 
tion  by  raising  wages  and  prices  to  approximately 
350  per  cent  of  prewar  levels.  Since,  however,  this 
new  wage-price  schedule  proved  particularly  dis¬ 
advantageous  to  labor.  Socialist  leaders  felt  forced 
to  press  either  for  further  wage  increases  or  a  new 
monetary  reform,  and  with  remarkably  little  hesi¬ 
tation  they  chose  the  latter  course  lest  higher  wages 
lead  to  uncontrolled  inflation.  After  several  months 
of  debate  within  the  coalition  cabinet  a  second 
sweeping  currency  reform  was  thus  finally  promul¬ 
gated,  on  December  9,  1947,  and  within  two  weeks 
the  total  circulation  of  money  was  reduced  by 
nearly  50  per  cent. 

AT  AN  ECONOMIC  CROSSROADS 

The  Austrian  government  now  feels  that  its 
radical  currency  conversion  of  last  December  has 
been  generally  successful,  and  it  cites  as  proof  the 
drop  in  black-market  prices  and  the  relatively  small 
increase  in  cost-of-living  figures.  Nevertheless,  the 
struggle  to  restrain  inflation  has  not  yet  been  won, 
and  at  the  moment  many  political  leaders  feel  that 
Austria  stands  at  an  economic  crossroads  where  a 
false  turning  could  lead  toward  serious  inflation. 
The  danger  that  inflation  may  still  get  out  of  hand 

13.  Calculated  on  basis  of  charts  in  Allied  Commission  for 
Austria,  British  Element,  Monthly  Bulletin  of  Austrian  Statistics 
(V’ienna,  mimeographed),  April  1948,  pp.  50-51. 

14.  On  economic  conditions  at  the  close  of  the  war,  see  Allied 
Commission  for  Austria,  British  Element,  Austrian  Economic 
Prospects  for  ig48  (Vienna,  mimeographed,  1947),  p.  42.  Sec 
also  Allied  Commission  for  Austria,  British  Element,  Austria — 
A  Monthly  Report  and  Review  (Vienna),  August  1947,  pp. 
37-39- 
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exists  primarily  because  of  the  critical  food  situa¬ 
tion.  Since  Germany  developed  Austria  as  an  ar¬ 
senal  and  neglected  its  agriculture,  postwar  Austria 
has  been  particularly  handicapped  in  regaining  its 
former  food-production  levels.  Moreover,  like  most 
European  states,  it  is  having  difficulty  in  inducing 
the  peasants  to  deliver  food  at  legal  prices.*'  The 
farmers,  for  their  part,  blame  the  government  for 
this  situation,  and  British  officials  in  Austria  have 
tended  to  agree  with  them  that  food  prices  have 
been  fixed  too  low  to  cover  production  costs.*^ 
Some  British  occupation  authorities  have  also  criti¬ 
cized  American  aid  on  the  ground  that  the  United 
States,  in  supplying  the  Austrians  with  whatever 
quantities  of  food  were  necessary  to  make  up  the 
existing  deficit  in  their  ration,  has  made  it  possible 
for  the  Austrian  government  to  ignore  the  need 
for  giving  the  farmers  adequate  price  incentives. 
Leaders  of  organized  labor,  on  the  other  hand, 
contend  that  food  prices  cannot  be  permitted  to 
rise  unless  wages  do  the  same,  and  they  warn  1 
against  the  inflationary  spiral  such  a  course  would 
involve.  Thus  during  1948  the  major  economic  de¬ 
bate  in  Austria  has  been  over  the  question  of  what 
adjustment  should  be  made  in  farm  prices. 

Upon  the  outcome  of  Austria’s  current  efforts 
to  produce  a  larger  part  of  its  own  food  supply 
depends  not  only  the  success  of  the  government’s 
anti-inflationary  drive,  but  the  speed  with  which 
the  country  recovers  from  the  war.  It  is  clear  that 
as  long  as  the  Austrians  are  obliged  to  import 
nearly  60  per  cent  of  their  food,  as  at  present,  they 
will  be  forced  to  sacrifice  equipment  and  supplies 
for  agricultural  and  industrial  reconstruction. 
.\merican  experts  on  Marshall  aid  are  well  aware  j 
of  this  fact,  and  they  are  determined  to  do  every¬ 
thing  possible  to  encourage  the  Austrians  to  cut 
their  food  imports.  To  this  end  they  have  decided 
to  depart  from  the  former  relief  practice  of  mak¬ 
ing  up  the  existing  deficit  in  Austria’s  rations,  and 
will  simply  inform  the  Austrian  government  once  f 
every  four  months  how  much  food  from  abroad  it  I 
can  expect  during  the  coming  quarter.  How'ever,  I 
the  determination  of  ERP  administrators  to  obtain  I 
more  food  from  .\ustrian  sources  does  not  imply  1 
criticism  of  earlier  American  emergency  operations  j 
designed  to  keep  Austria  from  starvation,  or  of  the  | 
Austrian  authorities.  What  it  does  mean  is  that  | 
in  the  opinion  of  American  economic  experts 
Austria  is  past  the  period  of  mere  relief,  and  hence¬ 
forth  all  efforts  should  be  bent  toward  long-term 
reconstruction  if  the  country  is  to  regain  the  full 

15.  Austrian  Economic  Prospects  for  1948,  cited,  p.  12. 

16.  Monthly  Bulletin  of  Austrian  Statistics,  cited,  April  194^'  j 
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use  of  its  resources  by  1952,  the  date  when  the  re¬ 
covery  program  is  tentatively  scheduled  to  end. 

POWER  POLITICS  AND  THE  TREATY 

Another  requirement  for  the  speedy  recovery  of 
Austria,  in  view  of  all  the  uncertainties  created  by 
the  occupation,  is  a  treaty — although  not  a  treaty 
at  any  price.  Austrian  spokesmen  have  frequently 
declared,  and  American  officials  have  concurred, 
that  an  Austrian  treaty  must  include  these  four 
minimum  essentials:  the  pre- Anschluss  frontiers  of 
1937;  full  sovereignty  and  independence;  the  means 
for  local  defense;  and  assurance  of  economic 
viability.*^ 

That  these  four  requirements  have  not  been  in¬ 
corporated  in  an  Austrian  treaty  long  ago  is  due 
solely  to  the  conflict  between  Russia  and  the  West¬ 
ern  powers.  In  fact,  one  reason  the  Austrians  so 
strongly  resent  the  long-continued  occupation  of 
I  their  country  is  that  they  feel  it  is  entirely  unde- 
I  served  and  merely  the  result  of  great  power  rival- 

Iries.  In  the  Moscow  Declaration  of  December 
1943,  they  point  out,  the  Big  Three  referred  to 
Austria  as  a  victim  of  Hitlerite  aggression  which 
should  be  liberated,  and  thus  clearly  implied  that 
Austrian  independence  would  be  fully  and  prompt¬ 
ly  re-established  after  the  war.*!  However,  with 

I  the  rapid  growth  of  suspicion  between  Russia  and 
the  West  after  1945,  considerations  of  power  poli¬ 
tics  rather  than  implied  wartime  promises  have 
determined  Austria’s  status,  for  in  a  Europe  di¬ 
vided  between  the  former  Allies  Austria  lies  at 
the  strategic  crossroads  between  East  and  West. 
Austrian  resources,  moreover,  while  too  small  to 
be  of  more  than  limited  importance  to  the  great 
powers  themselves,  are  of  considerable  value  to  a 
number  of  smaller  European  nations  in  which 
Russia  and  the  West  are  interested.  Thus  the 
hydroelectric  power  generated  by  the  rushing 
rivers  of  the  Austrian  Alps  could  make  a  contribu¬ 
tion  to  the  recovery  of  Western  Europe,  while 
Austrian  oil,  manufactured  goods  and  shipping 
facilities  are  already  being  used  by  Russia  to 
strengthen  the  Eastern  European  economy. 

I  “german  ASSETS,”  OR  THE  BATTLE  OF  DOCUMENTS 

The  central  issue  in  all  the  negotiations  for  an 
Austrian  treaty  has  been  the  complicated  question 
of  “German  assets.”  At  the  end  of  the  war  Austria, 
as  a  liberated  country,  would  have  fallen  heir  to 
the  extensive  new  wealth  that  the  Germans  had 

<7.  Communique  issued  by  the  Austrian  government  (Wash¬ 
ington,  Austrian  Legation),  March  4,  1948. 

118.  “The  Tripartite  Conference  in  Moscow,”  Department  of 
State  Bulletin,  November  6,  1943,  p.  310. 


created  on  their  soil  had  it  not  been  for  the  Potsdam 
Agreement  of  August  1945.*’  At  the  Potsdam 
meeting  of  the  Big  Three  Russia  asked  for  I250 
million  worth  of  reparations  from  Austria,  but  its 
request  was  rejected — on  the  ground  that  Austria 
was  not  a  former  enemy  country — and  the  Potsdam 
Agreement  flatly  stated,  “reparations  shall  not  be 
extracted  from  Austria.”^®  Russia,  however,  did 
secure  the  right  to  collect  German  reparations  not 
only  from  the  Soviet  zone  of  Germany  but  “from 
appropriate  German  external  assets”  in  the  former 
Axis  satellites.  And  at  the  last  moment,  as  the 
protocol  of  the  conference  was  being  hastily  drawn 
up,  Soviet  negotiators  added  Eastern  Austria  to 
the  list,  with  the  chief  representatives  of  the  West¬ 
ern  powers  apparently  taking  little  notice  of  this 
move. 

What  constituted  “German  assets”  was,  however, 
in  no  way  indicated  by  the  Potsdam  Agreement, 
and  it  was  not  long  before  the  extreme  ambiguity 
of  this  phrase  led  to  an  East-West  conflict  over  defi¬ 
nition  which  was  actually  nothing  less  than  a 
struggle  involving  Austria’s  independence.  Russia, 
aware  of  the  strong  anti-Soviet  feeling  among  the 
Austrians,  realized  that  one  of  its  few  chances  of 
preventing  Austria — with  its  recently  expanded  in¬ 
dustrial  capacity — from  going  over  to  the  Western 
bloc  immediately  following  withdrawal  of  the  Red 
Army  lay  in  a  broad  interpretation  of  “German 
assets.”  The  Western  powers,  for  their  part,  were 
determined  to  secure  a  narrower  interpretation  of 
the  disputed  phrase,  for  they  feared  that  Austria 
w'ould  be  absorbed  by  the  Russian  bloc  if  the  Soviet 
Union  succeeded  in  maintaining  any  considerable 
degree  of  economic  control  over  the  country. 

In  general,  the  Russians  interpreted  the  Potsdam 
Agreement  as  meaning  that,  except  for  property 
seized  by  direct  force,  all  enterprises  in  the  Eastern 
zone  which  belonged  to  Germany  at  the  end  of  the 
war  constituted  “German  assets.”  These  properties, 
the  Soviet  Union  argued,  had  been  an  important 
source  of  Germany’s  military  strength  and  had 
been  used  against  Russia.  The  Western  powers,  on 
the  other  hand,  insisted  that,  since  much  of  this 
property  had  been  seized  by  the  Nazis  under  duress, 
mere  German  ownership  did  not  prove  a  business 
was  a  “German  asset.”  Moreover,  it  was  necessary, 
they  maintained,  to  adopt  a  pragmatic  approach  to 
the  assets  problem  and  to  determine  how  much 
former  German  property  Austria  needed  to  retain 
in  order  to  support  itself.  In  making  this  point 
the  Western  powers  reminded  Russia  that  the  Big 

19.  On  the  extent  to  which  the  Germans  expanded  Austria's 
industrial  potential,  sec  p.  143. 

20.  “The  Tripartite  Conference  at  Berlin,”  Department  of 
State  Bulletin,  August  5,  1945,  p.  157. 
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Three  had  committed  themselves  not  only  to  the 
reparations  clauses  of  the  Potsdam  Agreement  but 
to  the  provision  in  the  Moscow  Declaration  for  the 
re-establishment  of  a  “free  and  independent”  Aus¬ 
tria  capable  of  finding  “political  and  economic 
security.”^'  To  this  line  of  argument  Russia  replied 
that  the  promises  made  in  the  Moscow  Declaration 
had  been  contingent  upon  Austria’s  active  partici¬ 
pation  in  its  own  liberation,  and  could  not  be  con¬ 
sidered  binding  since  the  Austrians  had  done  very 
little  to  help  the  Allied  armies  during  the  final 
phase  of  the  war. 

All  these  and  other  arguments  concerning  the 
definition  of  “German  assets”  were  repeated  and 
developed  at  the  Moscow  session  of  the  Council 
of  Foreign  Ministers  in  March  1947.^^  This  con¬ 
ference,  however,  failed  to  produce  an  agreed  defi¬ 
nition.  Thereupon  another  major  effort  was  made 
by  the  special  Austrian  Treaty  Commission.  This 
body,  apjwinted  by  the  Foreign  Ministers,  met  in 
Vienna  from  May  to  October  1947,  but  it  also  failed 
to  make  any  recommendations  for  settling  the  argu¬ 
ment  over  the  vague  phrase  which  had  been  ac¬ 
cepted  at  Potsdam  with  so  little  discussion.^^ 

Russia’s  attempts  to  secure  assets 

Meanwhile,  the  East-West  dispute  over  the  defi¬ 
nition  of  German  assets  had  become  a  matter  of 
enormous  significance  in  Austria.  Shortly  after 
the  close  of  the  war  Russia  had  tried  and  failed  to 
reach  a  bilateral  settlement  of  the  assets  problem 
which  would  have  given  the  Soviet  Union  perma¬ 
nent  control  over  an  important  sector  of  the  Aus¬ 
trian  economy.  In  a  proposal  made  to  the  provi¬ 
sional  government  of  President  Renner  immedi¬ 
ately  after  the  war,  Russia  suggested  that  mixed 
Soviet-Austrian  corporations  be  established  for  the 
exploitation  and  development  of  all  oil  resources 
which  had  been  taken  over  by  the  Germans  since 
the  Anschluss,  and  for  control  of  the  Danube 
Shipping  Company,  which  had  been  acquired  by 
the  Nazis.  Remaining  German  assets,  under  the 
Soviet  plan,  would  have  been  retained  by  the  Aus¬ 
trian  government  against  payment  of  a  forfeit  in 
installments.’"* 

Austria’s  refusal  to  accept  Moscow’s  terms  appar¬ 
ently  strengthened  Russia’s  determination  to  remove 
as  much  movable  property  as  it  could  from  its  zone 
in  Austria.  At  any  rate,  there  ensued  a  year-long 
period  when  Russia,  under  its  broad  definition  of 

21.  Ihid.,  November  6,  1943,  p.  310. 

22.  Address  by  the  Secretary  of  State,  “Moscow  Meeting  of 
the  Q>uncil  of  Foreign  Ministers,"  thid..  May  ii,  1947,  p.  923. 

23.  "End  of  Proceedings  of  the  Austrian  Treaty  Commis¬ 
sion,"  ihid.,  October  19,  1947,  p.  767. 

24.  The  Timet  (London),  December  9,  1947. 
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“German  assets,”  loaded  industrial  equipment  of 
all  kinds  on  freight  cars  bound  for  the  Soviet 
Union.  In  the  spring  of  1946  Russia  suddenly 
abandoned  its  policy  of  wholesale  removals  from 
Austria,  and  adopted  a  new  plan  whereby  most 
of  the  remaining  “German  assets”  were  formally 
placed  under  a  Soviet  trust  and  set  to  work  pro¬ 
ducing  goods  for  Russia.  This  reversal  in  Russian 
policy  apparently  reflected  Moscow’s  discovery  that 
it  was  difficult  to  transplant  industrial  equipment 
with  any  degree  of  success,  and  that  it  would  prob¬ 
ably  be  better,  from  the  point  of  view  of  the  Soviet 
Union’s  immediate  needs,  to  use  existing  facilities 
in  Soviet-occupied  territory.  The  economic  admin¬ 
istration  which  Russia  gradually  developed  for 
this  purpose  during  the  spring  and  summer  of 
1946  was  the  USIA  (Administration  for  Soviet 
Property  in  Austria).  This  organization  took  over 
and  still  controls  more  than  200  properties,  includ¬ 
ing  large  industrial  enterprises  producing  such 
commodities  as  oil,  sulphuric  acid,  rayon,  sheet 
metal,  electrical  equipment,  building  materials  and 
glass. 

When  the  Austrian  government  realized  that 
Russia  was  forming  a  Soviet  trust  to  manage  the 
“German  assets”  in  Eastern  Austria,  it  made  a 
bold  attempt  to  defeat  the  Soviet  plan  by  passing 
a  nationalization  law  of  July  26,  1946,  which  ap¬ 
plied  to  most  of  the  properties  Russia  claimed.” 
Russia  refused,  however,  to  permit  this  Austrian 
law  from  going  into  effect  in  its  zone,  on  the 
ground  that  it  interfered  with  the  right  of  the 
Soviet  Union — as  recognized  by  the  Control 
Agreement — to  act  directly  in  disposing  of  CJer- 
man  property  in  accord  with  Allied  arrangements. 

The  Russian  rejection  of  the  Austrian  nation¬ 
alization  law  and  the  establishment  of  USIA  have 
been  of  serious  consequence  for  Austria.  In  the 
first  place,  the  entire  program  for  the  further  na¬ 
tionalization  of  the  country’s  economy  has  been 
blocked,  for  the  Austrian  government,  convinced 
that  it  was  impractical  to  restrict  the  application 
of  the  nationalization  law  to  the  non-Soviet  zone, 
suspended  the  measure  for  the  duration  of  the 
occupation.’^  In  the  second  place,  USIA  marked 
the  appearance  in  Austria  of  an  agency  which 
functions  outside  Austrian  law  and  thus  makes 
it  difficult  for  Austrian  officials  to  maintain  eco¬ 
nomic  controls.  From  the  outset  USIA  has  bought 
and  sold,  exported  and  imported  without  regard 
to  Austrian  official  controls,  and  it  has  refused  to 
turn  in  to  the  Austrian  National  Bank  foreign 

25.  Karl  Gruber,  "Austria  Infelix,”  Foreign  Affairs,  January 
1947,  p.  234. 

26.  For  text  of  law,  see  Bundesgesetzhlati  Fiir  die  Republik 
Osterreich  1946,  No.  50,  September  16,  1946. 
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currency  derived  from  exports.  In  an  effort  to  in¬ 
crease  production  in  the  Russian-controlled  plants 
USIA  has  also  paid  higher  wages  than  Austrian 
regulations  permit,  and  it  alone  has  decided  how 
large  an  amount,  if  any,  of  the  gcxxls  produced 
under  USIA  shall  be  released  for  sale  to  the  Aus¬ 
trian  home  market.  Moreover,  USIA  maintains 
armed  W erl{schutz  brigades  to  guard  its  factories, 
and  the  Austrian  government  is  fearful  lest  these 
forces  be  used  to  support  a  possible  Communist 
coup.  Whether  the  Austrian  fears  concerning  these 
black-uniformed  guards — variously  estimated  to 
number  from  i,6oo  to  13,000  —  are  warranted  is 
dithcult  to  determine.  But  the  Austrian  govern¬ 
ment  may  well  be  justified  in  feeling  that  they  are 
dangerous,  since  its  police  force  is  inadequately 
equipped  to  deal  with  any  large  armed  force. 

.NEW  APPROACH  TO  ASSETS  QUESTION 

As  the  problems  created  by  USIA  mounted, 
and  the  great  powers  still  showed  no  sign  of  being 
able  to  agree  on  a  definition  of  “German  assets,” 
the  French  member  of  the  Austrian  Treaty  Com¬ 
mission  suggested  at  the  very  last  moment  of  the 
Vienna  conference  that  an  entirely  new  approach 
be  made.  The  essence  of  the  French  proposal  was 
that  the  entire  effort  to  define  “German  assets”  in 
Austria  should  be  abandoned,  and  the  powers 
should  proceed  from  the  assumption  that  Austria 
would  be  obliged  to  pay  Moscow  a  lump  sum 
as  settlement  for  the  properties  Russia  claimed 
under  the  Potsdam  Agreement.  For  the  Western 
pwers  it  was  not  easy  to  adopt  this  plan,  which 
left  Russia  considerable  control  over  the  Austrian 
economy.  Nevertheless,  during  the  meeting  of  the 
Council  of  Foreign  Ministers  in  London,  in  De¬ 
cember  1947,  the  United  States  and  Britain  decided 
that  this  new  approach  should  be  considered  in 
an  effort  to  discover  precisely  what  properties  and 
interests  Russia  insisted  on  retaining  in  Eastern 
Austria  as  a  price  for  concluding  a  treaty Russia, 
for  its  part,  was  also  reluctant  to  discuss  the  French 
suggestion,  presumably  because  Moscow  felt  the 
situation  throughout  Central  Europe  was  still  too 
uncertain  to  permit  a  settlement  of  the  Austrian 
question.  Nevertheless,  as  the  Foreign  Ministers 
conference  closed,  and  East-West  disagreement  on 
Germany  became  so  complete  that  it  seemed  all 
efforts  to  negotiate  a  European  settlement  might 
be  suspended.  Foreign  Minister  Molotov  indicated 
that  Russia  would  make  a  new  proposal  on  Aus¬ 
tria.  This  proposal,  together  with  the  French  com¬ 
promise  plan,  formed  the  basis  for  negotiations  by 

i?-  Statement  by  Secretary  Marshall,  London  Meeting  of  the 
Council  of  Foreign  Ministers,  Department  of  State  Bulletin, 
December  14,  1947,  p.  1183. 
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the  deputy  Foreign  Ministers  in  London  from 
February  to  May  1948.^® 

In  examining  the  Russian  proposal  the  Western 
powers  learned  for  the  first  time  the  terms  on 
which  the  Soviet  Union  might  be  willing  to  trade 
its  vague  claim  to  all  “German  assets”  for  specific 
rights  recognized  by  the  other  powers  and  Austria. 
What  the  Russian  suggestions  boiled  down  to 
was  a  fifty-year  claim  to  two-thirds  of  the  oil  pro¬ 
duction  and  exploration  rights  in  Eastern  Austria; 
all  the  Balkan  assets  of  the  Danubian  Shipping 
Company,  together  with  25  per  cent  of  the  com¬ 
pany’s  properties  in  Austria;  and  $200  million  as 
a  settlement  for  all  other  “German  assets.”  This 
lump  sum,  according  to  the  original  Russian  plan, 
should  be  paid  only  in  freely  convertible  currency 
and  would  be  payable  within  a  two-year  period. 

After  the  long  deadlock  over  the  definition  of 
“German  assets,”  the  progress  made  at  London 
in  working  out  a  settlement  of  this  long-disputed 
question  seemed  nothing  short  of  remarkable.  As 
far  as  the  oil  of  Eastern  Austria  was  concerned, 
an  agreement  was  reached  in  principle  that  Russia 
should  receive,  for  a  thirty-year  period,  from  58 
to  60  per  cent  of  the  concessions  to  current  oil  pro¬ 
duction,  as  well  as  full  possession  of  all  equipment 
in  the  oil  fields  which  belonged  to  the  Germans  at 
the  end  of  the  war.  However,  on  the  important 
question  of  the  terms  on  which  the  Soviet  Union 
would  operate  its  oil  concessions  no  definite  under¬ 
standing  was  reached.  The  Soviet  representative 
agreed  with  the  Western  powers  that  the  proper¬ 
ties  concerned  should  be  operated  fully  subject  to 
Austrian  law,  but  he  insisted  on  adding  the  pro¬ 
viso  that  Austria  should  not  interfere  with  Russia’s 
export  of  “profits  and  other  incomes.”  To  the 
West,  conscious  of  the  difficulties  created  by  the 
vague  language  of  the  Potsdam  Agreement, 
“profits  and  other  incomes”  seemed  an  ambiguous 
phrase  which  might  permit  Russia  to  claim  that 
all  the  oil  it  produced  in  Austria  should  be  free 
from  Austrian  controls.  In  connection  with  Rus¬ 
sia’s  proposal  concerning  the  Danube  Shipping 
Company  the  only  point  which  led  to  serious  con¬ 
troversy  was  the  Soviet  request  for  one-fourth  of 
the  company’s  assets  in  Austria.  Since  the  West¬ 
ern  powers  were  unwilling  to  include  nonmovable 
assets  in  the  group  of  properties  to  be  transferred 
to  Russia — lest  the  Soviet  Union  establish  a  perma¬ 
nent  authority  in  Austria  to  administer  them — and 
Russia  insisted  on  securing  some  of  the  company’s 
docks,  no  agreement  was  reached  in  this  connec¬ 
tion.  The  Western  powers  also  rejected  the  condi- 

28.  For  summary  of  the  Russian  proposal,  sec  Kew  York^ 
Timet,  February  21,  1948. 
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tions  under  which  Russia  proposed  to  turn  over 
to  Austria  all  remaining  “German  assets.”  It  was 
impossible  for  Austria  to  pay  more  than  $ioo 
million,  the  West  maintained,  and  even  this  sum 
should  be  spread  over  a  seven-year  period  and  made 
payable  in  either  hard  currency  or  goods  and 
services.  After  an  extended  period  of  hard  bar¬ 
gaining  the  Soviet  Union  finally  reduced  its  figures 
to  S150  million  and  extended  the  period  for  pay¬ 
ment  to  six  years,  although  it  remained  firm  in  its 
demand  for  freely  convertible  currency.^^ 

Russia’s  support  of  tito’s  claims 

I'hat  so  large  a  measure  of  agreement  was 
reached  tjn  the  assets  [iroblem  led  Western  delegates 
at  the  conference  to  conclude  that  Russia  was 
at  last  seriously  interested  in  making  an  Austrian 
treaty.  After  the  Communist  coup  in  Czechoslo¬ 
vakia,  they  reasoned,  Russia  felt  that  its  security 
sphere  had  been  sufficiently  consolidated  to  permit 
the  recall  of  the  Red  Army  from  Eastern  Austria. 
However,  it  appeared  to  unofficial  observers,  at 
least,  that  the  same  event  gave  the  Western  powers 
reason  for  being  less  eager  for  a  settlement,  since 
their  withdrawal  from  Austria  might  have  an  un¬ 
settling  effect  on  Italy  and  Germany.^®  But  no  real 
test  of  either  side’s  willingness  to  conclude  a  treaty 
was  made.  Despite  the  progress  achieved  on  the 
assets  issue  the  powers  found  themselves  in  such 
complete  disagreement  when  they  turned  to  the 
question  of  Yugoslavia’s  reparations  and  territorial 
claims  that  the  conference  collapsed. 

Yugoslavia’s  claims  to  $150  million  worth  of  rep¬ 
arations  from  a  liberated  country  were  entirely  in¬ 
admissible,  from  the  point  of  view  of  the  Western 
powers,  particularly  since  it  was  obvious  that  the 
United  States  would  have  to  help  Austria  pay  a 
bill  of  this  size.  The  demand  for  a  strip  of  terri¬ 
tory  in  Southern  Carinthia  between  the  Yugoslav 
border  and  the  towms  of  Villach  and  Klagenfurt 
was  equally  unacceptable  for  a  number  of  reasons. 
In  the  first  place,  the  West  felt  that  any  change 
in  Austria’s  Carinthian  border,  which  is  marked 
by  the  imposing  Karawanken  mountains,  would 
be  prejudicial  to  the  stability  of  the  area.^‘  As  long 
as  the  few  passes  across  these  high  mountains  re¬ 
main  in  .\ustrian  hands,  the  Western  powers 
seemed  to  believe  that  Austria  would  be  in  little 
danger  of  guerrilla  raids  which  might  be  sponsored 
by  the  pro-Soviet  bloc  in  order  to  bring  pressure 
on  the  Vienna  government.  But  in  any  event,  the 

29.  “.Austria:  East  or  West?"  The  World  Today,  .August  1948, 
P-  347. 

30.  Anne  O’Harc  McCormick,  \ew  Yorl^  Times,  .April  i,  1948. 

31.  Statement  by  the  Secretary  of  State,  Press  release.  Depart¬ 
ment  of  State,  No,  420,  May  26,  1948. 


West  maintained,  the  plebiscite  which  had  been 
held  in  the  Klagenfurt  Basin  in  1920  had  estab¬ 
lished  a  fair  basis  for  the  prewar  Yugoslav-Austrian 
boundary,  and  impartial  experts  on  the  subject 
concur  in  this  opinion.^" 

RETROSPECT  AND  PROSPECTS 

At  a  time  when  Russia  and  the  Western  powers 
are  seeking  to  break  their  deadlock  on  Germany 
as  the  first  step  toward  reopening  discussions  on 
other  pending  European  questions,  it  is  perhaps 
inappropriate  to  speculate  as  to  the  outcome  of  the 
Austrian  problem.  Nevertheless,  several  conclu¬ 
sions  can  be  drawn  from  the  record  of  the  past 
three  and  one-half  years  of  occupation. 

First,  there  can  be  no  doubt  that  the  extended 
occupation  of  Austria  by  rival  powers  has  added 
to  the  difficulties  of  reconstruction.  Although  Aus¬ 
tria,  unlike  Germany,  has  not  been  cut  in  two,  and 
there  is,  at  the  moment  at  least,  no  indication  that 
either  Russia  or  the  West  is  interested  in  partition¬ 
ing  so  small  a  country,  all  four  zones  are  unable 
to  [irocced  toward  recovery  at  the  same  rate.  Rus¬ 
sia,  through  its  claim  to  “German  assets,”  domi¬ 
nates  the  economy  of  PLastern  Austria,  with  the 
twofold  result  that  a  sizeable  share  of  Austria’s 
production  is  not  available  for  the  rehabilitation  of 
the  country,  and  ERP  aid  cannot  be  extended 
to  a  number  of  im|X)rtant  industrial  plants  in  this 
area.  Moreover,  those  Austrian  officials  who  are 
struggling  with  the  problems  of  reconstruction 
feel  that  the  occupation,  despite  the  protection  it 
affords,  adds  to  their  difficulties  because  of  its  cost 
and  the  crippling  sense  of  uncertainty  it  breeds 
in  all  sectors  of  political  and  economic  life.  The 
Socialists  are  particularly  impatient  to  see  the  oc¬ 
cupation  end  so  they  can  tackle  the  long-range 
economic  planning  which  was  blocked  when  Rus¬ 
sia  rejected  the  Austrian  nationalization  law.  But 
the  People’s  party  is  also  eager  to  emerge  from  a 
period  in  which  the  government  has  always  had  to 
consider  the  views  of  the  pow'ers  in  framing  legis¬ 
lation  for  the  country’s  recovery. 

In  the  second  place,  the  Austrians  have  shown 
that  in  spite  of  their  enormous  difficulties  they  can 
maintain  a  stable  and  democratic  government  and 
keep  the  reins  on  inflation  firmly  in  their  hands. 
In  recording  these  achievements  it  must  be  ac¬ 
knowledged  that  American  economic  aid  has 
played  a  leading  role  in  keeping  Austria  on  an 
even  keel.  Nevertheless,  outside  assistance  would 
have  proved  far  less  effective  if  the  Austrians  them¬ 
selves  had  not  exerted  notable  efforts  in  avoiding  a 

32.  For  a  full  report  on  this  plebiscite,  see  Sarah  Wambaugh. 
Plebiscites  Since  the  World  War  (Washington,  Carnegie  Endow¬ 
ment  for  International  Peace,  1933),  vol.  I,  pp.  163-205. 


FOREIGN  POLICY  REPORTS  •  NOVEMBER  I,  I948 


reversion  to  the  bitter  political  struggle  which  kept 
labor  and  the  conservatives  at  swords’  points  be¬ 
fore  the  war,  and  in  holding  wages  and  prices  down 
despite  prevailing  difficulties. 

Finally,  the  primary  concern  of  the  United  States 
at  this  particular  point  must  clearly  be  to  help 
Austria  hold  the  gains  it  has  made  toward  recov¬ 
ery  and  full  independence,  and  to  prevent  its  in¬ 
ternal  economic  difficulties  or  Russian  pressure 
from  shrinking  the  size  of  the  large  anti-Commu- 
nist  majority.  As  far  as  long-range  policy  is  con¬ 
cerned,  the  United  States  may  be  expected  to  con¬ 
tinue  to  press  for  a  treaty  on  terms  which  will  per¬ 
mit  the  re-establishment  of  the  Austrian  republic 
on  a  sound  economic  and  political  basis,  and  recent 
reports  from  Vienna  indicate  that  a  renewal  of 
treaty  negotiations  is  by  no  means  out  of  the  ques¬ 
tion.  Agreement  on  Austria  will  continue  to  de¬ 
pend,  however,  upon  the  willingness  of  both  Rus¬ 


sia  and  the  Western  powers  to  withdraw  from  the 
Austrian  scene,  and  that  willingness  will  undoubt¬ 
edly  not  emerge  until  the  problem  of  Germany  be¬ 
comes  less  critical  than  it  is  at  present.  But  even  if 
a  treaty  were  finally  made  the  United  States  might 
be  expected  to  take  a  strong  interest  in  the  mainte¬ 
nance  of  Austria’s  independence  and  territorial 
integrity  lest  the  establishment  of  a  pro-Soviet  re¬ 
gime  in  this  key  Central  European  state  strengthen 
the  Communists  in  France,  Italy  and  Western  Ger¬ 
many.  This  American  interest,  however,  will  prob¬ 
ably  never  be  expressed  in  the  special  guarantee  that 
some  Austrian  spokesmen  frankly  state  they  would 
like  to  obtain.  Austria  might  nevertheless  secure 
something  approximating  a  pledge  of  definite  as¬ 
sistance  if  the  United  States  decides  to  give  military 
support  to  the  recently  formed  European  union,  for 
Austria  remains  today  what  it  has  been  for  centuries 
— a  vitally  important  outjxist  of  Western  Europe. 


The  Job  Ahead:  Austria  and  the  ERP 

By  Winifred  N.  FIadsel  and  Sarah  Matthews 


The  task  confronting  ERP  officials  in  Austria  is, 
from  one  {xiint  of  view,  a  relatively  simple  one. 
.\ustria,  unlike  some  of  the  other  fifteen  countries 
participating  in  the  Marshall  plan,  is  a  well-devel¬ 
oped  nation  which  needs  help,  not  in  expanding 
its  productive  capacity  as  a  whole,  but  in  putting 
existing  plants  into  full-scale  and  efficient  opera¬ 
tion.  This  means  that  Austria  does  not  require  any 
large  quantities  of  scarce  and  expensive  capital 
equipment  and,  instead,  Irxjks  to  the  ERP  for  food, 
fuel  and  raw  materials,  and  industrial  equipment 
for  use  in  reconverting  and  repairing  its  industries. 

That  the  technical  problem  of  reconstructing 
.\ustria’s  economy  promises  to  be  fairly  easy  is  due 
in  part  to  the  prewar  economic  foundations  which 
were  laid  from  1920-^7,  when  Austria  had  a  greater 
measure  of  success  than  has  been  generally  recog¬ 
nized  in  adjusting  itself  to  the  disruption  of  the 
Hapsburg  Empire.  But  it  is  chiefly  as  a  result  of 
what  happened  to  their  country  after  Anschluss 
that  the  Austrians  now  have  an  industrial  capacity 
that  furnishes  a  remarkably  good  foundation  for 
economic  recovery.*  During  the  years  of  German 
control  great  expansion  was  undertaken  in  iron, 
steel,  aluminum,  machine  tools,  chemicals,  petro¬ 
leum  refining  and  other  products,  and  in  spite  of 
war  damage  Austria  now  has  an  industrial  capacity 

I.  G.  W.  HofTman,  "Austria:  Her  Raw  Materials  and  Indus¬ 
trial  Potentialities,"  Economic  Geography,  January  1948,  p.  50. 


estimated  at  approximately  60  per  cent  larger  than 
in  1937.  Unfortunately,  however,  much  of  the  Ger¬ 
man  expansion  was  for  military  purjxjses  or  was  so 
closely  tied  to  the  industrial  complex  of  the  Greater 
German  Reich  that  it  is  of  little  present  usefulness 
to  a  country  of  Austria’s  size  and  needs.^  In  many 
cases,  therefore,  it  is  impractical  to  convert  the  for¬ 
mer  German  war  industries  to  peacetime  purposes 
since  the  Austrians  have  neither  the  raw'  materials, 
manpower  nor  export  jxjssibilities  needed  in  sup¬ 
porting  plants  of  this  size.  For  the  most  part,  how¬ 
ever,  the  reconversion  and  readjustment  of  the  new 
industries  have  been  prevented  merely  by  lack  of 
necessary  raw  materials  and  fuel,  and  this  same 
deficiency  has  crippled  such  well-established  pre¬ 
war  industries  as  textiles,  leather  goods,  optical 
instruments  and  porcelain. 

Since  lack  of  fuel  is  such  a  serious  handicap  and 
promises  to  be  an  ever-present  problem  unless  new 
sources  of  power  are  explored,  ERP  aid  will  also  be 
extended  to  hydroelectric  development.  While 
.Vustrian  power  capacities  have  been  nearly 
doubled  since  1937,  they  are  expected  to  expand 
by  another  85  per  cent  of  their  present  size  by  1952. 

2.  The  Austrian  government  stresses  tlie  maladjustments  re¬ 
sulting  from  the  period  of  German  control  and  insists  that  the 
rlamage  Hitler  did  to  the  country’s  economy  far  outweighs  any 
benefits  he  conferred.  “Justice  for  Austria,”  Red-While-Red- 
Booh,  (Vienna,  Austrian  State  Printing  House,  1947),  First  Part, 
p.  131. 
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If  this  expansion  takes  place  according  to  plans 
the  present  frantic  search  for  coal  imports  would 
certainly  cease,  and  Austria  would  be  assured  of 
a  far  more  steady  supply  of  motive  power  than  its 
industries  and  railroads  now  enjoy.  Moreover,  elec¬ 
tric  power  development,  by  providing  an  item  of 
export,  should  also  prove  useful  in  helping  the  Aus¬ 
trians  establish  a  balance-of-payments  pattern  in 
which  they  will  be  able  to  secure  from  Western  and 
Eastern  Europe  the  food  and  resources  which  the 
United  States  has  been  giving  them  since  the  end 
of  the  war.  From  Austria’s  point  of  view,  such  a 
development  will  be  of  the  greatest  long-term  im¬ 
portance  for,  although  the  United  States  may  prove 
a  more  valuable  market  for  Austrian  goods  than  it 
was  before  the  war,  it  can  never  furnish  an  ade¬ 
quate  outlet  for  the  products  of  those  industries 
which  employ  highly  skilled  factory  workers. 

DAMAGING  EFFECTS  OF  THE  OCCUPATION 

Despite  favorable  prospects  for  economic  recov¬ 
ery,  the  administrators  of  Marshall  aid  in  Austria 
face  at  least  three  difficult  problems,  all  of  which 
arise  out  of  the  uncertainties  created  by  the  occu¬ 
pation.  First,  in  the  absence  of  a  treaty,  it  is  im¬ 
possible  for  ERP  experts  to  make  definite  estimates 
of  Austrian  production,  exports  and  balances  of 
payment  for  the  period  between  now  and  1952.  In 
framing  a  working  plan  for  Austrian  recovery  un¬ 
der  the  ERP  the  United  States  has  been  obliged  to 
proceed  on  the  assumption  that  the  Western  pow¬ 
ers  and  Russia  will  be  able  to  agree  on  a  satisfac¬ 
tory  settlement  of  the  German-assets  problem.  By 
this  they  mean  a  settlement  that  will  permit 
Austria  to  secure  control  of  a  considerable  portion 
of  former  German-owned  property  in  Eastern 
Austria  which  is  now  claimed  by  Russia,  on  terms 
that  will  not  permanently  impair  the  country’s 
ability  to  support  itself.  If,  Ihowever,  such  a  settle¬ 
ment  is  not  achieved,  and  Russia  continues  to  con¬ 
trol  industries  of  major  importance  during  the 
period  ERP  is  scheduled  to  operate,  it  is  clear  that 
the  tentative  estimates  concerning  the  country’s 
needs  and  rate  of  recovery  will  have  to  be  revised 
accordingly.  The  mere  fact,  however,  that  there  is 
an  unknown  factor  in  Austria’s  recovery  program 
should  not  be  regarded  as  discouraging,  for  vir¬ 
tually  all  of  the  countries  participating  in  the  ERP 
have  to  reckon  with  an  element  of  uncertainty. 

In  the  second  place,  the  fact  that  Eastern  Austria 
is  under  Russian  occupation  obviously  hampers 
the  ERP.  Although  ERP  aid  is  definitely  designed 
for  Austria  as  a  whole,  it  is  clear  that  American 
assistance  cannot  be  given  to  any  Soviet-controlled 


plants  in  Eastern  Austria  whose  output  is  not  made  | 
available  to  the  Austrian  market  and  whose  man-  I 
agement  is  rigidly  supervised  by  Russia.  And  these  1 
plants,  while  by  no  means  the  only  ones  in  the 
Soviet  zone,  do  include  some  of  the  largest  indus¬ 
tries  in  this  important  industrialized  area.  More¬ 
over,  ERP  administrators  might  naturally  be  ex¬ 
pected  to  give  particular  attention  to  plants  which 
happen  to  be  located  outside  the  Russian  zone.  It 
would  be  an  exaggeration  to  maintain  that  any 
permanent  damage  will  be  done  to  Austria’s  polit¬ 
ical  and  economic  unity  by  these  inevitable  re¬ 
strictions  on  ERP  benefits  during  the  period  of 
the  occupation.  It  is  nevertheless  true  that  the 
existence  of  a  Russian  zone  complicates  the  task  of 
the  ERP  and  prevents  the  Austrian  government 
from  fully  exploiting  its  industrial  and  agricultural 
resources  in  behalf  of  recovery. 

Finally,  the  Russian  occupation  authorities  have 
at  least  one  weapon  which  they  can  use  to  hamper 
the  recovery  of  the  three  Western  zones.  This  is 
their  power,  despite  Allied  agreement  concerning 
the  free  flow  of  goods  within  Austria,  to  deny  per¬ 
mits  for  shipments  from  their  zone  to  other  areas 
of  the  country.  Early  this  summer  Russia  began  to 
cite  “technical”  reasons  for  refusing  nearly  all  Aus¬ 
trian  requests  for  permits  to  ship  scrap  metal  from 
the  Soviet  zone  to  the  steel  plants  in  the  British  and 
American  sectors.  Since  the  Austrian  steel  industry 
had  been  obtaining  half  of  its  scrap  from  the  Soviet- 
occupied  area,  the  Russian  action  immediately  cut 
the  steel  production  which  plays  such  an  important 
part  in  ERP  plans  for  Austria.  Although  new 
sources  for  scrap  are  now  being  tapped,  and  the 
future  of  the  steel  industry  seems  assured,  the  pos¬ 
sibility  that  Russia  will  attempt  to  cut  off  other  vital 
supplies  remains  a  constant  threat. 

In  view  of  the  difficulties  the  occupation  poses 
for  the  ERP,  the  speedy  conclusion  of  an  Austrian 
treaty  would  unquestionably  be  a  boon  to  the  ad¬ 
ministrators  of  Marshall  aid.  But  if  a  treaty  is  not 
forthcoming  soon,  the  ERP  nevertheless  can  be 
expected  to  proceed  under  these  less-than-ideal  cir¬ 
cumstances  to  do  whatever  it  can  to  hasten  Austria’s 
recovery,  and  there  is  reason  to  believe  that  the  re¬ 
sults  will  be  impressive.^  In  fairness  to  both  the 
ERP  and  Austria,  however,  it  should  be  recognized 
that  as  long  as  Austria  is  occupied  by  the  armies  of 
rival  powers  it  can  hardly  be  expected  to  achieve 
the  economic  gains  it  would  make  under  more 
ideal  circumstances. 

3.  "Austria,”  The  European  Recovery  Program — Country  Stud¬ 
ies  (Washington,  Department  of  State,  mimeographed,  1948), 
Chap.  II. 
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